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CERTIFIED PUBLIC ACCOUNTANT, P.C.

INDEPENDENT AUDITOR’S REPORT

December 24, 2008

Honorable Mayor and Members
of the City Commission

City of Onaway

Onaway, Michigan

I have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Onaway, Onaway, Michigan, as of and for the year ended March 31, 2008, which
collcctively comprise the City’s basic financial statements as listed in the fable of contents.
These financial statements are the responsibility of the City of Onaway’s management. My
responsibility is to express opinions on these financial statements based on my audit.

I conducted the audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that 1 plan and perform the audit to obtain reasonable assurancc about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, An audit also
includes assessing the accounting principles used and the significant estimates made by
management, as well as evaluating thc overall financial statement presentation. I believe that my
audit provides a reasonable basis for my opinions.

In my opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Onaway, Onaway,
Michigan as of March 31, 2008, and the respective changes in financial pasition and cash flows,
where applicable, thereof for the year then ended in conformity with accounting principles
gencrally accepted in the United States of America.

PO, Box 996 ¢ Mackinaw City, MI 49701 » phone: {231) 436-5223 » fax: (231) 436-5938



In accordance with Government Auditing Standards, | have also issued my report daled
December 24, 2007, on my consideration of the City of Onaway’s internal control over financial
reporling and on iny tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the
scope of my testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and important for asscssing the results of my audit.

The management’s discussion and analysis and budgetary comparison information on pages 1
through 7 and 33 through 35, are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America. I have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurcment and presentation of the required
supplementary information. However, [ did not audit the information and express no opinion on
1t.

My audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Onaway’s basic financial statements. The accompanying
schedule of expenditurcs of federal awards is presented for purposes of additional analysis as
required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the basic financial
statements. Such information has heen subjected to the auditing procedures applied in the audit
of the basic financial statements and, in my opinion, is fairly stated, in all material respcets, in
relation to the basic finarcial statements taken as a whole. The other supplementary information
listed in the table of contents is presented for purposes of additional analysis and is not a requirced
part of the basic financial statements. The other supplementary information has not been
subjected to the auditing procedures applied in the audit of the financial statements, and
accordingly, I express no opinion on it.

W‘/MM, Y.

Richard E. Mahlmeister, CPA
Richard E. Mahlmcister, CPA, PC



CITY OF ONAWAY
MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the City’s annual financial report presents our discussion and analysis of the
City’s financial performance during the fiscal year cnded March 31, 2008. Please read it in
conjunction with the financial statements, which immediately follow this section.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Asscts and
the Statement of Activities provide information about the activities of the City as a whole and
present a longer-term view of the City’s finances. Fund financial statements tell how these
scrvices were financed in the short-term, as well as whal remains for future spending. Fund
financial statements also report the City’s opcrations in more detail than the government-wide
financial statcments.

FINANCIAL HIGHLIGHTS

¢ The City’s combined net assels increased $578,472. Separately, governmental activities
dcercased $57,272 while business-type net assets increased $635,744. Dcercascs to
governmental activities are due to the spending down of Major and Local Street Funds,
which had grown while a sewer system was being constructed. A pair of the worst scctions
of street was repaired during this fiscal year. Also, donations that had accumulated in the
Courthouse Construction Fund were invested in the Courthouse/City hall. Increases in
business-type activities are primarily due to significant federal grant funds used to complete
the sewer system.

s The total cost of basic programs, excluding capital outlay and debt principal payments, werc
$666,896 for governmental activities and $573,895 for business-type activities.

o Total revenucs were $644,624 for governmental activities (including $60,471 for charges for
services, $8,200 for operating granis and contributions $15,603 of capital grants and
coniributions and $560,350 for general revenues) and $1,174,639 for business-type activities
(including $428,985 for charges for services, $3,392 for operating grants and contributions,
$739,306 for capital grants and contributions, and $2,956 for general revenues).

o The City repaid $44,000 of long-term debt during the fiscal year.

e At the end of the fiscal vear, the General Fund had $324,492 of unreserved fund balance
available for future expenditures. This represents approximately 70% of total General Fund
expenditures.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of three parts: 1) management’s discussion and analysis; 2) the basic
financial statements; and 3) notes to the financial statements. This report also contains requircd
and other supplementary information. The basic (inancial statements include two different kinds
of statements that present different views of the City.

Government-wide financial statements, The first two statements are governmeni-wide
financial statements and provide both long and short-term information about our overall financial
status. These statemcnts present governmental activities and business-type activilies.

-1-



CITY OF ONAWAY
MANAGEMENT’S DISCUSSION AND ANALYSIS

The statement of rel assets presents information on all of the City’s assets and liabilities, with
the difference between the two reported as nef assets. Over time, increases or decreases in net
assets may serve as a usctul indicator of whether the financial position of the City is improving
or deteriorating.

The statement of activities presents information showing how the City’s nct assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of the rclated cash
flows. Thus revenues and expenses are reported in this statement for some items that will only
result in cash flows in future periods.

Both the government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities) from
other functions that arc intended to recover all or a significant portion of their costs through user
fees and charges (business-type activities). The governmental activilies include legislative,
general government, public safcty, public works and recreation and culture. The business-type
activities include water and sewer operations.

Fund financial statements. The fund financial statements provide more detailed information
about the City’s funds, focusing on significant (major} funds, not the City as a whole. Funds are
used to account for specific activities or funding sources. Some funds are required by law or
bond covenants, they may also be created by the City Commission. Funds are established to
account for funding and spending of specific financial resources and to show proper expenditure
of those resources.

The City has the following types of funds:
Governmental Funds

Most of the City’s activities are included in the governmental fund category. These funds are
presented on the modified accrual basis, which is designed to show short-term financial
information. You will note that the differences between the City’s government-widc statcments
and the fund statcmcnts arc disclosed in reconciling statements to explain the differences
between them.

The City maintains five individual governmental funds; General Fund, Major and Local Streel
Funds, Courlhouse Construction Fund and Courthouse Debt Fund, All are considered major
funds, with the exception of the Courthouse Debt Fund, which is considered a nonmajor fund.
The City’s funds are financed primarily by both property tax rcvenue and state shared revenues.
A budgetary comparison statement has been provided for these general and special revenue
funds to demonstrate compliance with the budgets.

Proprietary Funds

The City maintains two different proprictary funds, which are reported as business-type activities
in the government-wide financial statements. The City’s water and sewer enterprise funds are
both considered major funds. The City also uscs an Intcrnal Service Fund to account for its
equipment opcrations. Because these services predominantly benefit governmental rather than
business-type functions, they have been included within governmental activities in the

government-wide financial statements.
-2-



CITY OF ONAWAY
MANAGEMENT’S DISCUSSION AND ANALYSIS

Fiduciary Funds

The City acts as a trustee or fiduciary and is responsible for insuring that the assets of these
activities are collected and disbursed to the respective entities to which the funds belong. The
City maintains these funds and is responsible for insuring that the assets of these activities are
spent for their intended purpose and at the direction of those individuals/organizations to which
the funds belongs. These activities do not appear in the City’s government-wide financial
statements since the assets do not belong to the City. The City maintains a Tax Collection Fund

in this category.

As noted earlier, nct assets may serve over time as a useful indicator of a government’s financial
position. The City’s assets exceeded ligbilities by $1,731,579 for the governmental activities
and $10,144,023 for the business-type assets, as of March 31, 2008.

A large portion of the City’s net assets are invested in capital assets, less any debl to acquirc
thosc assets. The City uses those assets to provide services to our citizens; consequently these
assets are not available for future spending. Although the City’s investment in its capital assets
is reported net of related debt, it should be noted that the resources needed to rcpay this debt
must bhe provided from future operations, since the capital assets themselves cannot be used to
liquidate these liabilities.

The comparison of net assets of governmental and business-type activities [rom ycar to ycar
serves to measure a government; financial position:

City of Onaway
Net Assets
March 31,
GOVERNMENTAL BUSINESS-TYPE
ACTIVITIES ACTIVITIES TOTAL
2008 2007 2008 2007 2008 2007
Currenf assets $570,046 $599.,201 $316,049 $254 557 $886,005 $853,758
Other assets 10,255 10,740 43.030 45208 53,285 55,948
Capilal asets (net) 1,443,457 1465813 12422760 11,889,883 13,866,217 13,355,696
Total assets 2,023758 2075,754 12,781,83% 12,189,648 14,805,597 14,265,402
Current liabilities 9835 24 168 117,316 110369 127,151 134,537
Long-termliabilities 272344 262,735 2,520,500 2,571,000 2,792,844 2,833,735
Total Liabilities 282179 286,903 2,637,816 2681369 2919995 2,968,272
Net assets:
Invested in capital asscts,
net of related debt 1,230,457 1,246,813 9,851,760 9,280,883 11082217 10,527,696

Restricted 15,941 15,129 28,432 27,660 44371 42789
Unrestricted 485,181 526,909 263,831 199736 749,012 726,645

$1,731,579  $1,788,851 $10,144.023 $9,508270 §11,875,602 §$11,297,130




CITY OF ONAWAY

MANAGEMENT’S DISCUSSION AND ANALYSIS

GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

The most significant portion of the City’s Net Assets is the investment in capital assets (e.g. land,
buildings, equipment and water and sewer systems), less any related debt that is outstanding that
the City used to acquire or construct the asset. The City has $749,012 in unrcstricted Net Assets.
These assets represent resources that are available for appropriation, but are limited by policies

regarding their use.

The following table summarizes the results of the changes in Net Assets of the City:

REVENUES:
Program revenues:
Charges for scrvices

Operating grants and
contributions

Capital grants and contributions

General revenuss:
Praoperty taxes
State-shared revenues
Interest income

Gain onsale of capital asscts

Other
Total Revenues

EXPENSES:
Legislative
General government
Public safety
Public works
Recreation and culture
Interest and (Ges
Sewer expenses
Waler expenses
Total Expenses
Transfers

Net assds:

Increase in Net Assets
Beginning Net Assets
Ending Net Asscts

City of Onaway
Change in Net Assets
March 31,
GOVERNMENTAL BUSINESS-TYPE
ACTIVITIES ACTIVITIES TOTAL
2008 2007 2008 2007 2008 2007
60,471 $061,296 $428,985 $335,120 $489,456 $396416
8,200 6, 700 3392 70,217 11,502 76,917
15,603 141,568 739306 2,154,752 754,909 2,296,320
295,441 297,005 1,167 937 296,608 297,942
221,293 227,688 - - 221,293 227,688
4,220 4,374 1,789 1,338 6,000 5,712
34276 - - - - 125,100
5120 4,455 - o - 5,120 4455
544624 743, 086 1,174,639 2.562364 1,784,987 3,430,550
19636 15,301 - - 19,636 15,301
277429 263,327 - - 277,429 263327
104,128 107,275 - - 104,128 107,275
230,399 172,382 - - 230,399 172,382
25237 19,011 - - 25237 19,011
10,067 8,928 - - 10,067 8,928
- - 433375 419,373 433,375 419,373
- - 140.520 163,613 140,520 163.613
666,896 586,224 573,805 582,986 1,240,791 1,169,210
(35,000) {49,000) 35,000 49,000 - -
(57272) 107,862 635,744 2028378 544196 2,261,340
1,788,851 1,680,989 9,508,279 7,479901 11297130 5,160,890
_$1,731,579 _ 81,788,851 $10,144023 _$9,508279 $11,875,602 $11422 230




CITY OF ONAWAY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS

Governmental funds. The focus of the City’s governmental funds is to provide information on
ncar-term inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the City’s financing rcquirements. In particular, unreserved fund balance may scrve as
a uscful measure of a government’s net resources available [or spending at the end of the fiscal

year.

The General Fund is the chief operating fund of the City. General Fund balance increased
$66,116, from $316,379 on March 31, 2007 to $382,495 on March 31, 2008, despite transferring
$35,000 to the Sewer Fund and $5,000 to the Local Street Fund. The transfer to the Sewer Fund
was used to offset scwer aperational costs, allowing for sewer revenue to pay federal debt, as
customers continued to be connected to the systcm during the fiscal year. The remaining
transfers were o supplement revenues needed for operations during the fiscal year. The City
continues to focus on improving its cash flow in the General Fund increasing unreserved cash
$55,306 from the prior year, bringing the unreserved cash balance to $251,607. Of that increase,
$28,500 was generated through the sale of City properly. Thosc funds will be invested in a new
police department building.

The City’s Major Street Fund balance decrcascd $55,137, from $141,527 on March 31, 2007 to
$86,390 on March 31, 2008, while the Local Street Fund balance decreascd $31,020, from
$36,269 on March 31, 2007 to $5,249 on March 31, 2008. These funds had accumulated over
the course of the past six years, during the construction of a sewer syslem, and were spent
repairing a pair of the worst sections of street during the fiscal ycar.

The Courthouse Construction Fund decreased $17,901, from $84,039 on March 31, 2007 to
$66,138 on March 31, 2008. These are donations that, in conjunction with federal grant dollars,
were used to pave the parking lot, paint exterior woodwork, and install lightning protection at the
Courthouse/City I1all during the fiscal year.

The Courthouse Debt Fund increcased $812, from $15,129 on March 31, 2007 to $15,941 on
March 31, 2008. In a prior year, voters authorized the City to borrow $150,000 for the
restoration of the historic Onaway Courthouse. These bonds will be repaid over 30 years. This is
the third fourth the City has had the courthouse debt fund. The fund balance is for the following
fiscal year’s payment. A total of $142,000 in principal payments remained as of March 31,
2008.

Proprietary funds. The City’s proprietary funds provide the same type of information found in
the government-wide financial statements, but in more detail.

The Sewer Fund’s net assets increased $626,207, from $8,722,933 on March 31, 2007 to
$9,349,140 on March 31, 2008. Much of this increase is due to federal grants received for the
construction of capital assets. Though its new wastewater treatment plant was complete and
operational in 2007-08, the City completed construction of its sewer collection system during the
fiscal ycar. Total construction costs of the sewer system were approximately $13.5 million, of
which $11 million was funded through statc and federal grants, with the remainder being bonded
indebtedness. While the debt is paid with system-generated revenue, some of the operational
costs are currently being paid with General Fund monies. This has been the case during
construction and, o kecp rates down, will continue to be the case until the first debt is paid off

-5.



CITY OF ONAWAY
MANAGEMENT’S DISCUSSION AND ANALYSIS

and certain permit requirements are met, reducing sewer operational expenses, climinating need
for the transfer. The General Fund contributed $35,000 to the Sewer Fund during the fiscal year.

The Water Fund’s net assets increased $9,537, from $785,346 on March 31, 2007, to $794,883
on March 31, 2008. Operational expenses were lower during this fiscal year than preceding
years, as the water meter installation project was almost complete before the year started,
allowing the City to increase its cash balance. These funds will be spent to improve the waler
system in coming years.

BUDGETARY HIGHLIGHTS

Over the course of the year, the City Commission reviews its expenditurcs and compares them to
the adopted budget to determine if any amendments to the original budget need to be made.
During the year, amendments were made to the original adopted budget, though nonc of those
were significant in nature, with the cxception of the expense of providing winter maintenance in
both street funds and to city properties, including alleys, which was significanily greater than in
the past, due to the large amount of snow that fell during the fiscal year. The Motor Vehicle
Fund, which receives revenue when the plow trucks are used, was able to contribute $20,000 to
the General Fund, which in turn contributed $5,000 to the Local Strect Fund, to help with these
increased expenditurcs.

CAPITAL ASSET AND DEBT ADMINISTRATION

At March 31, 2008 the City had $12,621,299 (net of accumulated depreciation) in a broad range
of capital assets, including land, buildings, equipment, courthouse, scwer systcm and the water
system. Thec most significant addition to City’s capital assets was the completion of the sewer
collection system, financed during the fiscal year with $739,306 1n grant funds from USDA. Wc¢
also paved the parking lot, painted and installed lightning protection on the Courthouse/City
Hall, financed partially by $14,720 in grant funds from USDA. Please note that additional
information can be found on the City’s capital assets in thc accompanying notes to the financial
statcments of this report.

As of March 31, 2008, the City had total long-term debt outstanding of $2,784,000. The City has
reduced previously incurred debt by $44,000, by making scheduled payments.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The City assumed an increase in property tax revenue of three percent, based on past experience
of minimal growth. The City assumed that revenue sharing from the state would remain stagnant
based on state budget projections. The City expects to contributc General Fund dollars to its
sewer operations to kcep rates down in the shoit-term. The City expects to continue spending its
Major and Local Street Funds on street reconstruction and resurfacing projects that had been put
on hold until the conclusion of scwer construction. The City expects to improve, and add an
addition to, one of its well houses, using existing water funds. The City anticipates doing further
work on the City Hall/Courthousc, using grant funds and donations on hand. The City
anticipates constructing fuel tanks at its DPW garage. The City plans to construct a new police
building, using federal grant dollars and procceds from the sale of two City properties. The City
anticipatcs purchasing a new or used pick-up truck for its DPW. Water and sewer rates will not
increase, as most still are getting used 1o the new scwer charge,

-6-



CITY OF ONAWAY
MANAGEMENT’S DISCUSSION AND ANALYSIS
CONTACTING CITY MANAGEMENT

This financial report is designed to provide our citizens, creditors, mvestors, and customers with
a general overview of the City’s finances and to demonstrate the City’s accountability for
revenues it receives. If you have any questions concerning this report, or need additional
information, plcase contact the City Manager at 989-733-8313 (City Hall).

L

\Joseph C. Hefele, City Manager
City of Onaway
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CITY OF ONAWAY

STATEMENT OF NET ASSETS

MARCH 31, 2008

PRIMARY GOVERNMENT

GOVERNMENTAL BUSINESS-TYPE
ASSETS ACTIVITIES ACTIVITIES TOTALS
Cash and cash equivalents $471,31¢6 $181,897 $653,213
Cash and cash equivzlents, restricted - 55,832 55,832
Restricted investments - 16,500 16,500
Receivables:
Property taxes 62,820 - 62,820
Accounts 4,906 61,820 66,726
From other governments M, 765 - 30,765
Due from fiduciary fund 239 - 239
Finaneing costs (net of accumnlated amortization) 10,255 43,030 53,285
Capital assets (net of accumulated depreciation) 1,443,457 12,422,760 13,866,217
TOTAL ASSETS 2,023,758 12,781,839 14,805,597
LIABILITIES

Accounis payable 10,738 11,480 22,215
Accrued interest 2,020 55,336 57,356
Deferred revenue 80 - 80

Long-term liabilities:
Due within one year 7,000 50,500 57,500
Due in more than one year 272,344 2,520,500 2,792,844
TOTAL LIABILITIES 252,179 2,637,816 2,929,995

NET ASSETS

Invested in capital assets, net of related debt 1,230,457 9,851,760 11,082,217
Restricted for debt service 15,941 28,432 44,373
Unrestricted 485,181 263,831 749,012
TOTAL NET ASSETS $1,731,579 10,144,023 $11,875.,602

The ascompanying notes are an infegral part of these financial statements.



CITY OF ONAWAY
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED MARCII 31, 2008

Program Revenues

Operating
Charges for Grants and
Functions/Programs Expenses Services Contributions
Primary government
Governmental activities
Legislative $19,636 £ - $ -
General government 277,428 12,320 8,200
Public safcly 104,128 1,490 -
Public works 236,399 44,661 -
Recreation and culture 15,237 - -
Interest and fees on long-term debt _ 10,067 - -
Total governmental activities ) 666,896 60,471 8,200
Business-type activities
Sewer 433,375 280,940 3,392
Water 140,520 148,045 -
Total business-type activities 573,895 428,985 3,392
Total primary government $1,240,791 $489,456 $11,592

General Revenues
Property taxes
State-shared revenues

Unrestricted interest income
Gain on sale of capital assets

Other

Transfers - internal activitics

Total peneral revenues and transfers

Change itt net assets

Net assets, beginning of year, as restated (Note 14}

Net assets, end of year

The accompanying notes are an integral part of these financial statements.
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Net (Expense) Revenue
and changes in Net Assets

Primary Government

o Capital Grants

and Governmental Business-Type
Contributions Activities Activities TOTAL
$ - ($19,6306) . J ($19,636)
- (256,909) - (256,909)
- (102,638} - (102,638}
15,220 {168,518) - (168,518)
383 (24,854) - (24,854)
- (10,067) - (10,067)
15,603 (582,622) _ - (582,622)
739,306 - 590,263 590,263
- - 7,525 7,525
. 739,306 - 597,788 597,788
$754,909 {582,622) 597,788 15,166
295,441 1,167 296,608
221,293 - 221,293
4,220 1,789 6,009
34,276 - 34,276
5120 - 5120
(35,000) 35,000 -
525,350 37,956 563,306
(57,272) 635,744 578,472
1,788,851 9,508,279 11,297,130
$1,731,579 $10,144,023 $11,875,602
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CITY OF ONAWAY

BALANCE SHEET - GOVERNMENTAL FUNDS

MARCH 31, 2008

GENERAL MAJOR STREET LOCAL STREET
FUND FUND FUND
Cash and cash equivalenis $309.610 $76,300 %187
Taxes receivable 60,307 - -
Accounts receivable 4,906 - -
Due from vther funds 139 - -
Receivables from olher governments 15,307 10,244 5,214
TOTAL ASSETS . $390,869 $86.544 $5.401
LIABILITIES AND FUNID BALANCES
LIARILITIES
Accnunts payable $8.374 B154 F1s52
Deferred revenue - - -
TOTAL LIABILITIES 8,374 154 152
FUND BALANCES
Reserved for:
Courthouse renovation 48,277 - -
Recreation equipment 2,994 - -
Police department 6,732 - -
Debt service - - -
Unreserved:
Designated for:
Subseyuent years® expenditures 56,731 53,552 -
Undesignated 267,701 32,838 5,249
TOTAL FUND BALANCES 382,495 86,390 5,24%
TOTAL LIABILITIES
AND FUND BALANCE $390,869 486,544 $5,401

‘I'he accompanying noles are an integral part of these financial statcments.
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COURTHOUSE
CONSTRUCTION
FUND

NON-MAJOR
FUND

COURTHOUSE
DEBT FUND

TOTAL
GOVERNMENTAL
FUNDS

366,218

$13,928
2,013

5466,243
62,820
4,906
239
30,765

315,941

$564,973

80

L))

65,000
1,138

66,138

15,941

$K,680
80

8,760

48,277
2,994
6,732

15,941

175,283
306,986

15,941

556,213

$66,218

_$15,941

$564,973

-10 -



CITY OF ONAWAY
BALANCE SHEET - GOVERNMENTAL FUNDS
MARCH 31, 2008

Reconciliation ¢f fund balances on the balance sheets for governmental activities
to the statement of net assets

FUND BALANCES - TOTAL GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds.

Add: capital assets
Subiraet: accumulated depreciation

Deferred costs used in governmental activities are not financial resources and,
therefore, are not reported in the funds.

Add: financing costs
Subtract: accumulaled amortization

Internal service funds are nsed by management to charge the costs of certain activittes,
such as cyuipment costs, to individual funds, The assets and liabilities of the Internal
fund are included in povernmental activities in the statement of net assets.

Certain linbilities are not due and payable in the current period, and therefore
are not reported as liabilities in the funds, and consist of:

Subtract: bends and installment contracts payable
Subiract: compensated abscnces

Subtract: acerued interest on long-term liabilities

NET ASSETS OF GOVERNMENTAL ACTIVITIES

The accompanying notes are an integral part of these linancial statements.
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1,345,758
(100,840)

8,338
(834)

132,561

(142,000}
(66,344}
(1,273

$1,731,57Y




CITY OF ONAWAY

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED MARCH 31, 2008
GENERAL MAJOR STREET LOCAL STREET
FUND FUND FUND
REVENLUES
Taxes $286,454 $ - b3 -
Federal revenues - - -
State-shared revenues 131,982 58,074 31,237
Licenses and permits 1,000 - -
Charges for services 45,661 - -
Fines and forfeits 1,490 - -
Interest income 1,380 860 134
Rents 12,320 - -
Donatlons 8,583 - -
Sale af capital asscts 34,276 - -
Other 5,120 - -
TOTAL REVENUES 528,266 58,934 31,371
EXPENDITURES
Current:
Legtslative 19,636 - -
General gavernment 247,327 - -
Public safety 98,381 - -
Public works 50,572 84,900 96,562
Recreation and culture 26,234 - -
Capital outlay - - -
Dbt service:
Principal - - -
Interest and fees _ - - -
TOTAL EXPENDITURES _ 442,150 84,900 96,562
REVENUES OVER (UNDER) EXPENDITURES 86,116 (25,964) (65,191)
OTHER FINANCING SOURCES (USES)
Operating transfers in 20,000 - 34,171
QOperating transfers {out) (40,000) (29,171) -
TOTAL OTHER FINANCING SOURCES (USES) _ (20,000) (29,171) 34,171
NET CHANGES IN FUND BALANCES 66,116 (55,137) (31,020)
FUND BALANCES, BEGINNING OF YEAR, 316,379 141,527 36,269
FUND BALANCES, END OF YEAR __$382,495 $86,390 $5,249

The accompanying notes are an integral part of these finamneial statements.
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COURTHOUSE
CONSTRUCTION

FUND

NON-MAJOR
FUND

COURTHOUSE
DERT FUND

TOTAL
GOVERNMENTAL
FUNDS

$8.987

81

$295,441
14,720
221,293
1,000
45,661
1,490
4,113
12,320
9,083
34,276
5,120

9,068

644,517

190

34,589

2,000
6,256

19,636
247,327
98,381
232,224
26,234
34,580

1,000
6,256

34,779

8,256

666,647

{17,901)

812

(22,130)

54,171
(69,171)

(15,000)

(17,901)

812

(37,130)

84,039

15,129

593,343

$66,138

§15,941

$556,213
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CITY OF ONAWAY
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED MARCH 31, 2008

Hecanciliation of statentent of revenues, expenditures and changes in fund balances of
governmental funds to statement of activities

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUNDS ($37,130)

Amounts reported for governmental activities in the statement of activities
are different because:

Governmental funds report capital outlays as expenditures. However, those costs
are allncated over their useful lives as annual depreciation expense in the statement
of activities.

Add: ecapital outlay capitalized during the current year. 34,589
Subtract: depreciation expense (39,302)

Governmental funds report deferred costs, such s finacing costs, as expenditures.
However, those costs are allocated over the related debt repayment period as annual
amortization expense in the statement of activities.

Subtract: amortization expense (278)

Repayment of bond principal is an expenditure in the gavernmental funds, buf the
repayment reduces long-term liabilities in the statement of net assets.

Add: principal payments on long-term labilities 2,000

Some expenses in the statement of activities do not requirc the use of current
finanical resources and therefore are not reporled as expenditures in
governmental funds.

Add: decrease in the accrual of interest on long-term liabilities. (426)
Subtract: increase in the acerual of compensated absences. (7,961)

Internal service funds are used by management te charge the costs of certain activitics,
such as cquipment costs, to individual funds. The net revenue (expense) of the internal
service fund is reported with governmental activities.

Subtract: change in net assets from governmental activities accounted for in the
internal service fund. (8,764}

CHANGE IN NET ASSETS OF GOYERNMENTAL ACTIVITIES _ ($57,27)

"T'he accompanying notes are an integral part of these financial statements,
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CURRENT ASSETS:

Cush and cash equlvalents

Cash and cash equivalents, resiricted
Bestricted investmenis

Accounts receivable

TOTAL CURRENT ASSETS

NONCURRENT ASSETS:
Financing costs (net of amortization)

CAPITAL ASSETS:
Land and improvemenis

Water system
Sewer system

Machinery and equipment
Less: accumulated depreciation

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

LIABILITIES

CURRENT LIARILITIES:

Accounts payable
Acerued ineresi
Bonds payable

Instaliment note payable

TOTAL CURRENT LIARILITIES

LONG-TERM LIABILITIES:

Bomds payable

Tustallment notes payable

TOTAL LONG-TERM LIABILITIES

TOTAIL LIABILITIES

Invested in capital assels, net of related debt

NET ABSETS

Restricted for debt service

Unrestricted

TOTAL NET ASSETS

CITY OF ONAWAY
PROPRIETARY FUNDS
STATEMENT OF NET ASSETS

MARCH 31, 2008
GOVERNMENTAL
ACTIVITIES -
SEWER WATER INTERNAL
FUND FUND TOTAL SERVICE FUND
$165,440 $16,457 $181,897 §5,073
43,910 11,932 55,832 .
. 16,500 16,500 -
. 42,149 19,671 61,820 -
251,489 64,560 316,049 5,073
43,030 - 43,030 2,751
13,960 5,614 20,574 .
- 1,324,528 1,324,528 .
(1,758,267 . 11,758,267 -
214,956 9,199 124,155 308,302
(367,746) {537,018) (904,764) {109,763
11,619,437 803,323 12,422,760 198,539
11,662,467 803,323 12,465,790 201,290
11,913,956 867,883 12,781,339 206,363
9,355 2,125 11,480 2,055
54,461 878 55,336 747
37,500 13,000 50,500 -
. - - 4,000
105,316 16,000 117316 6,802
2,463,500 57,000 2,520,508 .
N - - - 67,000
2,463,500 57,000 2,520,500 67,000
2,564,816 73,000 2,637,816 73,802
9,118,437 732,323 9,851,760 127,539
- 28,432 28,432 -
230,703 33,128 263,831 5,022
$9,349,140 $794,883 §10,144,023 $132,561

The uecompanying notes are an integral part of these financial statements.
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CITY OF ONAWAY
PROPRIETARY FUNDS

STATEMENT OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS

OPERATING REVENUES
Churges ¥for services
Other revenue

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Salarles any wages
Fringe henefits
Gasoline
Supplies
Contracted service
Communication
Transportation
Utllities
Education and training
Insuranec
Licenses and permits
Dues and memberships
Equipment rentals
Depreciation and amortization

TOTAL OPERATING EXPENSES
OPERATING INCOME (LOSS)
NON-OFPERATING REYENUES (EXPENSES)

Interest Income

Specinl assessments

Federal revenue

Dther prant revenue

Other contracted service

Interest expense

TOTAL NON-OPERATING INCOME
{(EXPENSES) - NET

INCOME (LOSS) REFORE TRANSFERS
TRANSFER IN (OUT)

CHANGE IN NET ASSETS

NET ASSETS, BEGINNING OF YEAR

MET ASSETS, END OF YEAR

FOR THE YEAR ENDED MARCIHI 31, 2008

GOVERNMENTAL
ACTIVITIES -
SEWER WATER INTERNAL
FUND TOTAL SERVICE FUND

$280,940 $147,843 $428,783 $79,796
- 202 202 373

250,940 148,045 428,985 80,662
25,188 46,477 65,665 8,573
4,003 4,963 8,966 4,493

N . - 10,756

23,207 13,309 36,516 Y 866
32,651 5,414 38,065 2,700
5,761 819 6,580 1,515
1,044 147 1,191 170
36,372 24,324 60,696 6,088
513 180 693 .
1,355 1,812 3,167 3,522
1,950 - 1,950 .

- 1,234 1,234 .

4,900 19,318 24,218 .
184,116 24,573 108,689 17,850
321,060 136,570 457,630 66,433
(40,120) 11,475 (28,645) 14,236
944 845 1,789 107

- 1,167 1,167 -
739,306 - 739,306 -
3,392 - 3,392 -
(3,392) - (3,392 -
(108,913) (3.950) {112,873 {3,107
631,327 (1,938%) 629,389 (3,000)
591,207 9,537 600,744 11,236
35,000 - 35,000 {20,000)
626,207 9,537 635,744 (8,764)
3,722,933 785,346 9,508,279 141,325
£9,249,140 $794,8%3 $10,144,023 §132,561

The necompanying notes are an infegral part of these financial statements,
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CASH FLOWS FROM OPERATING ACTIVITIES
Receipis frum customers
Receipts from ofher funds
Other recelpts
Cush paid for employees wages and benefits
Cash paid for interfund services
Cash pald for other operating vypenses

MET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES

{7A%H FLOWS FROM CAFITAL AND
RELATED FINANCING ACTIVITIES
Spectal assessments
Fuderal revenue
Acquisition and construction of capital assels
Principal and intrrest paid on capital delat

NET CASH PROVIDED (USED} IN CAPITAL AND
RELATED FINANCING ACTIVITIES

CASH FLOWS FROM NON-CAPITAL AND
RELATED FINANCING ACTIVITIES
Qiher grant revenue
CHher won-capital contracted services
Transfer in {out]

NFET [ZA%H PROYIDED (USED) IN CAPITAL AND
RELATED FINANCING ACTIVITIES

LCASH FLOWS FROM INVESTING ACTIVITIES
Interest income

NFT INCREASE (DECREASE) IN CASIT AND
CASHEQUIVALENTS

LCASH AND UASH EQUIVALENTS:
BEGINNING OF YEAR

END OF YEAR

BALANCE SHEET CLASSIFICATION OF
CASH AND CASH EQUIVALEMTS:
Cush und cash equavalents
Restricted cash and cash equavatents

TOTAIL

RECONCILIATION OF DPERATING 1.0485 TO
NET CASH FROM OPERATING ACTIVITIES
Operating income (Joss)
Adjustments to reconclie operating Income (loss)
to nct cash from operating activities:
I}epreciatlon and amortization
Changes in assets and liabilitles:
Recelvables
Aveounts payable
Accrued expenses

NFET [IASH PROVIDED (USED)
BY OPERATING ACTIVITIES

PROPRIETARY FUNDS
STATEMENT OF CASH FLOWY
FOR THE YEAR ENDED MARCH 131, 2008

GOVERNMENTAL
ACTIVITIES -
SEWER WATER INTERNAL
FUND FUND TOTAL SERVICE FUND
$274,304 3144376 $418,680 s -
- - - 79,796
- 202 02 873
{29,231} (45:440) (74,671) {12,166)
{4,900} {19318) (24,218) -
{160,006} {48,539) {148,545} {35,536)
140,167 31,281 170,448 32,067
- 1,167 1,167 -
739,200 - 739,200 -
(739,388) - (739,388 .
{135,563 (18,100) {IS1,663) (7,105}
(135,751) {14,933) {[50,6K4) (7,105}
3,599 - 3,699 -
(9,556} - (9,556} -
35,000 - 35,000 {20,100}
29,143 . 29,143 {20,100)
944 845 1,789 107
34,503 17,193 51,696 5,089
174,837 11,196 186,033 4
$209.340 528,389 $237,729 55873
$165,440 $16,457 5181,897 £5,173
43,900 11,832 £5.932 -
$200.340 $1E3K9 $237,729 55,873
(540,120) §1L,475 (528,645) $14.236
184,116 24,573 208,589 17,850
(6,635} {3467 (10,103} .
2,847 {£,300) [,547 (%
(Cl] r {40} -
$140,167 531,281 $171,448 532,067

The peeampanying notes are an integral pare of these financlal statements.
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CITY OF ONAWAY
STATEMENT OF FIDUCIARY NET ASSETS
TAX COLLECTION FUND
MARCH 31, 2608

AGENCY
FUND
ASSETS
Cash and cash equivalents £239
LIABILIT
Due to other funds 239
T
b -

Fiduciary Net Assets

‘The accompanying notes are an integral part of these financial statements.

17 -



NOTE 1:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Onaway, Onaway, Michigan conform to
generally accepted accounting principles as applicable to governments. The
following is 4 summary of the most significant policics.

THE REPORTING ENTITY

In accordance with the provisions of the Governmcental Accounting Standards
Board's Statement No. 14, "The Financial Reporting Entity”, the financial
statements of the reporting entity includes those of the City and any component
units. The basic criterion for including a governmental department, agency,
institution, commission, public authority or other govermmental organization in a
governmental unit’s financial report is the cxcrcise of oversight responsibility over
such agencies by the governmental unit's elected officials. The manifestations of
such oversight responsibility are financial interdependency, sclection of governing
authority, designation of management, ability to significantly influence operations
and accountability for fiscal matters. The City has determined that no entittes
should be consolidated into its financial statements as component units. Therefore,
the reporting entity consists of the primary government financial statements only.

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

Government-Wide Financial Statements

The government-wide financial statements (i.¢., the statement of net assets and the
statement of changes in net assets) report information on all of the non-fiduciary
activitics of the primary government and its component units. For the most part,
the effect of inter-fund activity has been removed from these statements.
Governmental activities, normally supported by taxes and inlergovernmental
revenues, are reported separately from business-type activities, which rely, to a
significant extent on fees and charges for support. Likewise, the primary
government is reported separately from certain legally separate component units
for which the primary government is financially accountable. The statement of
activitics demonstrates the degree to which direct cxpenscs of a given function or
segment offset by program revenues.

Direct expenses are those that are clearly identifiable with a specific finction or
segment. Program revenues include: (1) charges {o customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or segment; and (2) grants and contributions that are restricted to
mecting the operational or capital requirements of a particular function or segment,
Taxes and other items are not properly included among program revenues are
reported instcad as genceral revenuc.
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NOTE 1:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fund Financial Statements

Scparate financial statements are provided for governmental funds, proprietary
funds and fiduciary funds, even though the lattcr are excluded from the
government-wide financial statements. Major individual governmental funds and
major individual enterprise funds are reported as separate columns in the fund
financial statements. GASB Statement No. 34 sets forth minimum criteria, based
on percentage of the asscts, liabilities, revenues or expenditures/expenses of the
govermmental and proprietary funds, for the determination of major funds.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL
STATEMENT PRESENTATION

The govermnment-wide financial statements are reported using the €Conomic
resources measurcment focus and the accrual basis of accounting, as are the
proprietary fund and fiduciary fund financial statements. Revenue is recorded
when earned and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows. Property taxes are recognized as revenues in the
year which they are levied. Grants and similar iterns are recognized as revenue as
soon as all cligibility requirements imposed by the provider have been met.

Governmental fund financial statements arc reported using the current financial
measurement focus and the modified accrual basis of accounting, Revenue is
recognized as soon as it is both measurable and available. Revenues arc
considered to be available when they are collectible within the current period or
soon enough thereafter to pay liabilities of the current period. For this purpose, the
City considers revenues 1o be available if they are collected within 60 days of the
end of the current fiscal period. Ixpenditures generally are recorded when a
liability is incurred, as under accrual accounting. However, debt scrvice
expenditures are recorded only when payment is due.

Property taxes, licenses and interest associated with the current fiscal period are all
considered susceptible to acernal and so have been recoghized as revenues of the
current fiscal period. Entitlements and shared revenues are recorded at time of
receipt or earlier if the susceptible to accrual criteria arc met. Expenditure-driven
grants are recognized as revenue when the qualifying expenditures have been
incurred and all other grant requirements have been met,

The proprietary funds use the accrual basis of accounting and are accounted for on
a cost-of-service or “capital maintenance” mcasurement focus. Under the capital
maintenance measurement focus, all assets and liabilities associated with the
fund’s activitics are included on its balance sheet. Under the accrual basis,
revenues are recognized when carned and expenses are recognized when they are
incurred.  Principal operating revenues for proprietary funds are charges lo
customers for sales or services.
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NOTE 1:

CITY OF ONAWAY
NOTES T FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL
STATEMENT PRESENTATION (CONTINUED)

Principal opcrating expenses are the costs of providing goods or services and
include administrative expenses and depreciation of capital assets. All revenues
and expenses not mecting this definition are repotted as non-operating revenues
and expenses.

When both restricted and unrestricted resources are available for usc, it is the
City’s policy to use restricted resources first, then unrestricted resources as they
are nceded.

Privatc-sector standards of accounting issued prior to December 1, 1989 arc
generally followed in both the government-wide and proprietary fund financial
statements to the cxtent that those standards do not conflict with the standards of
the Governmental Accounting Standards Board. The government has elected not
to follow private-sectlor standards issued after November 30, 1989 for its business-
type activities.

Fund Financial Statements

The fund financial statements provide information about the City’s funds. A fund
is an independent fiscal and accounting cntity with a self-balancing set of accounts.
Scparate statements for each fund category — governmental, proprietary and
fiduciary — are presented. The emphasis of fund financial statements is on major
governmental and enterprise funds, each displayed in a separate columm. All
remaining governmental funds are aggregated and rcported as nonmajor funds.
The City considers all of its funds to be major funds; therefore, there are no
nonmajor funds.

The City reports the following major governmental funds:

General Fund - The General Fund is the general operating [und of the City. It is
used to account for all financial resources except those required to be accounted
for in another fund. Financing is provided primarily by property taxes and statc
shared revenues.

Major Street Fund - This special revenue fund accounts for revenues from motor
fucl taxes, which are restricted by state statute for major street and highway
purposes.

Local Street Fund - This special revenuc fund accounts for revenues from motor
fuel taxcs and a tax, when levied, which are restricted by state statute for local

street purposes.
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NOTE 1:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fund Financial Statements (Continued)

Courthouse Construction Fund - This capital projects fund is used to account for
the construction and restoration of the Historic Courthouse/City Hall, financed
primarily by grants and donations.

The City reports the following major enterprise funds:

Sewer Fund — This fund accounts for the activities of the sewer department
system, which has been under construction and is partially completed and in
opcration. This fund is financed primarily by user fees.

Water Fund — This fund accounts for the activities of the water department
system. This fund is financed primarily by user fecs.

Additionally the City of Onaway reports the [ollowing fund types:

Courthouse Debt Fund - This dcbt service fund is used to account for the tax
revenucs and the payments on the honds of the Historic Courthouse/City Hall.

Internal Service Fund — This fund accounts for operations that provide machinery
and equipment to other departments of the City on a cost-reimbursement basis.

Fiduciary Funds

Tax Collection Fund — This fund accounts for assets held for other governments
in an agency capacity. Fiduciary activities are nof reported in the government-wide
financial statements, in accordance wilh GASB Siatement No. 34,

CASH AND CASH EQUIVALENTS

Cash and cash equivalenis consist of demand deposits, cash in savings and money
market accounts.

INVESTMENTS

Investments are stated at market, and consist of certificates of deposit with
maturity values of three months or longer.

RESTRICTED ASSETS

The revenue bonds of the enterprise funds rcquire amounts be set aside for debt
scrvice principal and interest, operations and maintenance, and a bond reserve.
These amounts have been classified as restricted asscts on the Statement of Net
Assets becausc their use is limited by applicable bond covenants and/or other
agreements,
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NOTE 1:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
RECEIVABLES AND PAYABLES

All receivables are reported at their gross values. The City docs not use an
allowance for doubtful accounts. Uncollected delinquent taxes and water and
scwel accounts receivable are purchased by the County and placed on the
taxpayer/customer’s tax bill and management considers them to be fully
collectible. Inter-fund receivables and payables arise from inter-fund transactions
and are recorded by all funds affected in the period in which transactions are
execuled.

In general, outstanding balances between funds are reported as “due to/from other
funds.” Activily between funds that is rcpresentative of lending/borrowing
arrangements outstanding at the end of the fiscal year is referred to as “advances
to/from other funds””  Any residual balances outstanding betwcen the
govemmental activities and the business-type activities arc reported in the
government-wide financial statements as “internal balances.”

Receivables from other governments represents various shared revenues, grants,
and reimbursemcnts from other governmecnts.

PROPERTY TAX REVENUE RECOGNITION

Property tax revenues for the ycar ended March 31, 2008, reflected in the
accompanying financial statements include property taxes levied December 31,
2007. These taxes are due by February 15, 2008, and are added to the County tax
rolls after February 28, 2008. The City will receive 100% payment for the
delinquent City tax by June, 2008.

The taxable value of the City totaled $15,245,187, on which ad valorem taxes
consisted of 18.7502 mills for the City's operating purposes and 399 mills for debt
retirement, raising $286,454 for operating purposes and $8,987 for courthouse
bond debt rctirement, Property taxcs are recognized in the fiscal year in which
they are levied.

CAPITAL ASSETS

Capital assets which include property, plant, equipment, and infrastruclure assets
(e.g., oads, bridges, sidewalks, and similar items) are reported in the applicable
governmental or business-type activities column in the government-wide financial
statements, Capital assets are defined by the government as assets with an imitial
individual cost of $5,000 and an estimated useful life in cxcess of one year. Such
assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital asscts are recorded at estimated fair market value at
the date of donation.

Interest expense incurred during the construction of capital assets of business-type
activities is included as part of the capitalized value of the asscts constructed.
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NOTE 1:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
CAPITAL ASSETS (CONTINUED)

Property, plant and equipment is depreciated using the straighi-line method over
the following useful lives:

Buildings and improvements 10 - 40 years
Equipment and vehicles 5 — 20 years
Watcr and sewer systems 40 - 50 years
Infrastructure 20 years
COMPENSATED ABSENCES

Tt is the City’s policy to permit employees to accumulate earned but unused sick
time benclits, subject to certain limitations. All sick time pay is accrued when
incurred in the government-wide stalements. A liability for these amounts is
reported in the government funds only if they have matured, for example, as a
result of employee resignations or retirements.

POST-EMPIT.OYMENT BENEFITS

Other than the pension benefits described in Note 8, the City does not provide its
employees with any other post employment benefits.

LONG-TERM OBLIGATIONS

In the government-wide financial statements, long-term debt and other long-term
obligations are reported as liabilities in thc applicable governmental activities
statement of net assets, Issuance costs are deferred and amortized over the life of
the bonds using the straight-line method. In the fund financial statements,
governmental fund types recognizc the face amount of debt issued as other
financing sources. Issuance costs are reported as debt service expendilures.

FUND EQUITY

Reserved fund balances for governmental funds indicate that a portion of fund
equity which has been legally segregated for specific purposes and/or does not
constifute current available spendable resources. Designated fund balance
indicates that a portion of fund equity for which the City has made tentative plans.
Undesignated fund balance indicates that portion of fund equity, which is available
for budgeting in future periods.

ESTIMATES

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect certain report amounts and disclosures. Accordingly, actual results
could differ from thosc cstimates.
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NOTE 2:

NOTE 3:

CITY OF ONAWAY

NOTES TO FINANCIAL STATEMENTS

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgets and budgetary accounting

The City follows the following procedures in establishing the budgetary data
reflected in the financial statements:

1.

Priar to the beginning of the fiscal year, the City Manager submits
to the City Commission a proposed operating budget for the fiscal
year commenceing on April 1,

Public hearings are conducted to obtain taxpayer comments,

Prior to March 31, the budget is legally enacted through passage of
a resolution.

Budgeted amounts are as originally adopted, or as amended by the
City Commission. Budgcts arc adopted on a basis consistent with
generally accepted accounting principles (GAAP). All annual
appropriations lapse at the end of the [iscal year,

CASH, CASH EQUIVALENTS AND INVESTMENTS

The caption on the statement of nct asscts and statement of fiduciary net assets
relating to cash, cash equivalents and investments represent deposits in varying

amounts as follows:

Cash and cash equivalents $653,452
Cash and cash equivalents, restricted 55,832
Restricted investiments 16,500

$725,784

The restricted investments amounts consist of certificates of deposit with over a 90

day maturity.

Custodial Credit Risk — Deposits: At year-end the carrying amounts of cash,

cash equivalents and investments were classificd as to risk as follows:

Carrying Bank
Amount Balance
Insured (FDIC) $114,195 $138,126
Uninsured — uncollatcralized 611,589 635,684
$725,784 $773,810

All accounts arc in the name of the City and a specific fund. They are recorded in
City records at cost. Interest is recorded when deposits mature or is credited to the
applicablc account. The City may experience significant fluctuations in deposit
balances through the year.
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NOTE 3:

NOTE 4:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
CASH, CASH EQUIVALENTS AND INVESTMENTS (CONTINUED)

Concentration of Credit Risk: The City’s policy does not quantify the limit on
the amount it may invest in any one issuer.

Interest Rate Risk: The City’s policy does not limit investor maturities as a
means of managing its exposure to fair value losses arising from increasing interest
rates.

Statutory Authority

Michigan Compiled Laws, Section 129.91, authorizes the City to make deposits
and invest in the accounts of federally insured banks, credit unions, and savings
and loan associations which have an office in Michigan. The City is allowed to
invest in bonds, securities and other direct obligations of the United States or any
agency or instrumentality of the United States; United States government or
federal agency obligations; repurchase agreements; banker’s acceptance of United
States banks; commercial paper rated within the two highest classifications which
mature not more than 270 days after the date of purchase; obligations of the State
of Michigan or its political subdivisions which are rated as investment grade; and
mutual funds composed of investment vehicles which are legal for direct
investment by local units of government in Michigan.

The City’s deposits and investment policy are in accordance with statutory
authority.

CAPITAL ASSETS

Capital asset activity was as follows for the year ended March 31, 2008:

Governmental Beginning Ending
Activities: Balance Additions {Deletions) Balance
Being depreciated:
Buildings $1,144,020 $34,589 $ - $1,178,609
Vehicles-police 58,722 - {36,970) 21,752
Equipment-furniture
and office 6,493 - - 6,493
Equipment—vehicles
and machinery 308,302 - - 308,302
Infrastructure 138,904 - - 138.904
Subtotal 1,656,441 34,589 (36,970} 1,654,060
Less accumulated
depreciation (190,628) {56,945) 36,970 (210,603)
Governmental activities
capital assets, net $1,465.813 {$22,356) (% -) $1,443.457
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NOTE 4:

CITY OF ONAWAY

NOTES TO FINANCIAL STATEMENTS

CAPITAL ASSETS (CONTINUED)

Business-type

Activities:

Not being depreciated:

Land
Construction in
Progress-sewer

Being depreciated:
Water system

Sewer system
Water equipment
Sewer equipment

Subtotal

Less accumulated
depreciation

Business —type activities

capital assets, net

Beginning Ending

Balance Additions (Deletions) Balance
$20,574 $ - h - $20,574
2,127,017 - (2,127,017) -
1,324,528 - - 1,324,528
9,085,345 2,672,922 11,758,267
9,199 - - 9,199
21,473 193,483 - 214,956
12,588,136 2,866,405 (2,127.017) 13,327,524
(698,253) (206,511) - (904,764)
~ $11,889,883 $2,659,894 (82,127,017  $12,422,760

Depreciation was charged to the City’s governmental activities as follows:

General government

Public safety
Public works

Capital asscts held by the government’s
Internal service fund are charged to the
Various functions based on their usage

Of the assets.

$29,250
3,107
6,945

17,643

$56,945

Depreciation was charged {o the City’s Business-type activitics as follows:

Sewer
Water
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NOTE 5:

NOTE 6:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
INTERFUND RECEIVABLES AND PAYABLES AND TRANSFERS

The amounts of interfund receivable and payable balances at March 31, 2008 were:

Interfund Interfund

Fund Receivable Payable
General fund $239 £ -
Fiduciary fund — Tax Collection - 239
Total $239 $239

All remaining balances gencrally resulted from the time lag between the dates that
(1) interfund goods and services are provided or reimbursable expenditures occur,
(2) transactions are recorded in the accounting system, and (3) payment between
funds are made. All interfund balances outstanding at March 31, 2008, are
expected to be repaid within one year.

Interfund transfers consisted of the following for the year ended March 31, 2008:

Transfer Transfer
Fund Out In
General Fund $40.000 $20,000
Special Revenue-Major Street Fund 29,171 -
Special Revenue-Local Street Fund - 34,17
Internal Service Fund 20,000 -
Sewer Fund - 35,000
Total $89,171 $89,171

Transfcrs arc uscd to {1) move revenues from the fund that is required to collect
them to the fund that is required or allowed to expend them, (2} use unrestricted
resources collected in the General Fund to finance various programs accounted for
in other funds in accordance with budgetary authorizations.

LONG-TERM DEBT

A summary of long term obligations at March 31, 2008, and transactions related
thereto for the year then ended is as follows:

Beginning Ending Due Within
Balance Additions  {Reductions) Balance One Year

Governmentgl activities:

$150,000 USDA 2004 general

obligation unlimited tax bonds

for construction of courthouse

building, payable in annual

installments of $2,000 to

38,000, bearing interest semi-

anfually at 4.375%, through

September, 2032. $144,000 $ - ($2,000) $142,000 $3,000

-27-



NOTE 6:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT {CONTINUED)

Beginuing
Balance

Additions

{(Reductions)

Ending
Balance

Due Within
One Year

Internal Service Fund:

USDA Act 99 installment

contract payable, plow

truck— annual payments

ranging from $2,500 to

$4,500, plus interest at

4.125%, through

February, 2021. $47,500

Internal Service Fund:

USDA Act 99 installment

contract payable, plow

fruck— annual paymerits

ranging from $1,500 to

$2,560, plus interest at

4.375%, through

November, 2021, 27,500

Liability for accrued
compensated absences 58,383

7,961

($2,500)

1,500

$45,000

26,000

66,344

$2,500

1,500

Total governmental
activities long-term debt 277,383

7,961

{6,000)

279,344

7,000

Business-type activities:

Enterprise Funds:

1974 USDA Water Revenue

Bonds, dug in annual

installments ranging  from

$5,000 to $15,000 each

January 1 through 2013,

bearing interesl at 5%. 82,000

$1,125,000 USDA Sewer

System Revenue Bonds,

Series A, due in annual

installinents ranging from

$12,000 to $56,000 each

April 1 and October 1

through 2042; bearing

interest at 4.50%. [,101,004

$84,000 Scwer System

Revenue Bonds, Series B,

duc in annual installments

ranging from $4,000 to

$12,000 each April 1 and

October 1 through 2011;

bearing interest at 5.00%. 54,000
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NOTE 6:

CITY OF ONAWAY

NOTES TO FINANCIAL STATEMENTS

LONG-TERM DEBT (CONTINUED)

$283,000 USDA Sewer
System Revenue Bonds,
Series C, due in annual
installments ranging from
$3,000 to $16,500 each
April 1 and October 1
through 2042; bearing
interest at 4.50%.

$1,095,000 USDA Sewer
System Revenue Bonds,
Scries D, due in annual
installments ranging from
$11,000 1o $62,000 each
April 1 and October 1
through 2045; bearing
interest at 4.125%.

Total business-type
activities long-term debt

Total long-term debt

Beginning Ending Due Within
Balance Additions  (Reductions) Balance One Year
$277,000 $ - {33,000} $274,000 $3,500
1,045,000 - - 1,095,000 11,000
2,609,000 - (38,000) 2,571,000 50,500

$2,886,383 37,961 {$44,000) $2,850,344 $57,500

Annual debt service requirements for the above obligations, except for the liability
for accrued compensated absences, as follows:

Year Ended Govermental Activities

March 31, Principal Interest
2009 $7.000 $10.641
2010 7.000 10,341
2011 7.500 10.041
2012 7.500 9,720
2013 8.500 9,378
2014-2018 49,250 43,121
2019-2023 49,250 11,0659
2024-2028 37.000 13,015
2029-2033 40,000 4,374
2034-2038 - -
2039-2043 - -
2044-2046 - -
Total $213.000 $141.690

Business-type Activitics
Principal Interest

$50.500 $111.5345
53,500 109,095
56,500 106,474
58,000 103,743
49,000 101,273
191,000 478,914
239,000 432,293
297.500 174,17%
371.000 301,894
462,000 211.667
573.000 99,399
170,000 _ 10,889
$2,571,000 §$2.441.365

Interest cxpense for the year in the statement of activities, governmental activitics,

was $10,067, which includes $278 of amortization of finance costs.
expense for busincss-type activities was $112,873.
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NOTE 7:

NOTE 8:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
SEGMENT INFORMATION FOR ENTERPRISE FUNDS

The City has issued rcvenue bonds to finance construction of two enterprise funds,
which provide water services and, when completed, sewer services. Because both
of these individual funds account separately for each activily, arc scgments, and are
reporled as major funds in the fund financial statements, segment disclosures
herein are not required.

PENSION PLAN

Plan Description. The City participates in the Michigan Municipal Employees
Retirement System (MERS), an agent multiple-cmployer defined benefit pension
plan that covers all employecs of the City, administered by the MERS Retirement
Board, Act No. 427 of Public Acts of 1984, as amcnded, establishes and amends
the bepefit provisions of the participants in MERS. The syslem provides
retirement, disability and death benefits to plan members and their beneficiaries.
The Michigan Municipal Employees Relirement System issues a publicly available
financial report that includes financial statements and required supplementary
information for the system. That report may be obtained by writing to the System
at Municipal Employees Retircment System, 1134 Municipal Way, Lansing, Ml
48917 or calling (800) 767-6377.

Funding Policy. The obligation to contribute to and maintain the system for the
City employees was established by the City Council. The City is required to
contribute at an actuarially determined rate of 10.85% for department heads, of
which the City contributes 3.22% and the department heads contribute 7.63%; and
13.24% for the department of public works employees of which the City
contributes 3.22% and the public works employecs contribute 10.02%. The
contribution requirements of the City are established and may be amended by the
Retirement Board of MERS. The contribution requirenents of plan members are
established and may be amended by the City depending on the MERS contribution
program adoptcd by the City.

Annual Pension Cost. For the year ended March 31, 2008 the City's annual
pension cost of $9,291 for the plan was equal to the City's required and actual
contribution. The annual required contribution was delermined as part of an
actuarial valuation at December 31, 2006, using the entry age normal cost method.
Significant actuarial assumptions used include (a) an 8% investment rate of return,
and (b) projected salary increases of 4.5%, compounded annually, attributable to
inflation. The actuarial value of asscts was determined on the basis of a valuation
method that assumcs the fund earns the expected rate of roturn and includes an
adjustment to reflect fair value. The City’s unfunded actuarial liability is being
amortized as a level percentage of projected payroll on an open basis. The
remaining amortization period at December 31, 2007, the date of the last actuarial
valuation, was 28 years.
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NOTE 8:

NOTE 9:

NOTE 10:

NOTE 11:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
PENSION PLAN (CONTINUED)

Three-year trend information and funding progress, as follows:

Year - ended December 31,

2005 2006 2007

Annual pension cost (APC) $ 17.880 $ 21602 $ 26.139
Percentage of APC contributed 100% 100% 100%
Net pension obligation $ - $ - h -
Actuarial value of assets $376,769 $420,635 $472,131
Actuarial Accrued Liability (AAL) $387.238 $438.336 $515.639
Unfunded (Excess) AAT $10.469 $17,701 $43,508
Funded ratio a7% 6% 91.6%
Covered pavroll $195.,553 $213.856 $226,579
UAAIL (Excess) as a percentage of

covered pavroll 5% 8% 19%
JOINT VENTURES

Ambulance Service - The City has entered into an agreement with seven other
area units of government to form the Onaway Area Ambulance Service to provide
ambulance service to local residents. Each governmental unit appoints the board
members and makes supporting annual contributions as determined by the Board.
Management and policy decisions are the responsibility of the Ambulance Service
Board. For the vear ended March 31, 2008, the City's share of expenditures was
$9,667. Financial statements can be obtained through the Onaway Area
Ambulance Service at P.O. Box 454, Onaway, MI 49765.

Fire Service - The City has entered into an agreement with two local townships to
form the Onaway Arca Fire Board to provide fire service to local residents. Each
governmental unit appoints the board members. Management and policy decisions
are the responsibility of the Fire Board. All cxpcnscs arc charged to the Fire Board
to the participating units according to a formula based on comparative SEV and
population. For the year ended March 31, 2008, the City's share of expenditures
was $19,381. Financial statements can be obtained through the Onaway Area Fire
Board at P.O. Box 761, Onaway, MI 49765.

COMMITMENTS

The City has committed approximately $119,000 on a construction contracl to
build a ncw police station.

CONTINGENCIES

In the normal course of operations, the City receives grant funds from various
federal and state agencies. The grant programs are subject to audit by agents of the
granting authorities the purpose of which is to ensure compliance with conditions
precedent to the granting of funds. Any liability for reimbursement which may
arise as the result of these audits i8 not believed to be material.
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NOTE 12:

NOTE 13:

NOTE 14:

CITY OF ONAWAY
NOTES TO FINANCIAL STATEMENTS
RISK MANAGEMENT

The City of Onaway is exposed to various risks of loss related to property loss,
torts, errors and omissions and employee injuries. The City participates in the
Michigan Municipal Liability and Property Pool, a public entity risk pool currently
operating as a common risk management and insurance program for various
municipalitics throughout the State of Michigan, Mcmber premiums are used to
purchase commercial excess insurance coverage and to pay member claims in
excess of deductible amounts. Claims for commercial insurance have not
excecded the amount of insurance coverage in any of the past three years.

LEASING ARRANGEMENTS

The City leases space to a public library, the local chamber of commerce and
property to a telecommunications company. Leases are renewablc annually and
requirc no security deposit. Future minimum lcasc payments on these leases are
$12,320, annually.

BEGINNING BALANCE RESTATEMENT

Adjustments were madc to beginning net assets in the Staternent of Activities and
beginning fund balance in the Statement of Revenues, Expenditures and Changes
in Fund Balance — Governmental Funds, to exclude the Onaway Area Fire Board
(OAFB) as a blended component unit, as it no longer qualifies. The City no longer
is the controlling entity and all management and policy decisions are shared
equally among the participating members.

The eflcct on beginning fund balance, as follows:

Fund balance, beginning of year, as previously stated $624,401
QAFB, fund balance at March 31, 2007 31,058
Fund balance, beginning of year, as restated $593,343

The effect on the beginning net assets, as follows:

Net assets, beginning of year, as previously stated $2,067,198
Components of the OATB net assets at March 31, 2007:
Beginning fund balance (31,058}
Net capital assets (394,887)
Long-term deht 144,097
Other Liabilities 3,501
Net asscts, beginning of year, as restated $1,788,851
sk
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REVENUES
Taxes

Siafe-share:d revenues
Licenkes and permits
Charges for services

Fines and forfeits
Intergst imcome
Rents

i¥onatlens

Sale of capital asyéts

Other

TOTAL REVYENUES

EXTENDITURES:

LEGISLATIVE - Cily Councll

GENERAL GOYERNMENT
City Administrator

Elections
Asscssor

Profussional services

Board of review

Clty hall and grounds

Cemetery
Promoticn

TOTAL GENERAL GOYERNMENT

PUBLIC SAFETY

Police Deparlient

Fire
Ambulance

TOTAL PUBLIC SAFETY

PUBLIC WORKS
Sidewalks
Strect kighting
Raniiation

TOTAL PUBLIC WORKS
RECREATION AND CULTLHE-PARKS
TOTAL EXPENDITURES
REVENUES OVER EXPEMDITLIRES
OTHER FIMNAMCING SOURCES (USES)
Operating transfers in
Operating transfers (out)
TOTAL OTHFR FINANCING S0URCES (USES)
NET CHANGE IN FUND BALANCE

FUND BALANCE, REGINNING OF YEAR,

FUND BALANCE, END OF YEAR

CITY OF ONAWAY
BUDGETARY COMPARISON SCHEDULE -
GENERAL FUND

FOR THE YEAR ENDED MARCH 31, 2008

VARIANCE

ORIGINAL FINAL FAYORABLE
BUDGET BUDGET ACTUAL (UNFAVORABLE)
278,500 $285,500 $286,454 $954
131,750 131,750 131,982 232
500 500 1,000 500
45,000 49,500 45,661 (3,839)
1,000 1,000 1,491 490
500 500 1,380 R3O
13,920 13,920 12,320 {1,600}
6,000 8,200 R,5K3 383
- 34,500 34,276 (124}
6,000 6,000 5,120 (840}
456,170 531,370 528,266 (3,104}
18,507 21,007 19,636 371
116,565 123,565 123,453 112
2,100 3,600 3,168 a3z
7,100 1100 7,060 40
19,663 19,163 18,968 194
1,287 1,287 1,208 79
58,063 75,563 75,125 438
6,357 6,057 3,151 2,906
13,230 16,430 15,193 1,237
124,365 252,765 147,317 5,438
6,355 73,355 £9,333 4,m2
19,450 19,450 19,381 69
12,200 9,700 9,667 33
108,008 102,505 98,381 4,124
3,177 4177 2,796 1,381
14,000 14,000 13244 759
35,4100 35,000 34,538 465
51,177 | 53,177 50,572 2,605
29,363 27,663 26,134 149
431,417 456,117 442,150 13,967
54753 78,153 86,116 10,863
- 21,500 20,000 {1,500)
(30,001 (51,500 {40,000} 11,508
(30,00m) (30,000) {20,000} 10,000
14,753 45,253 65,116 20,863
116,379 316,379 316,379 -
$341,132 $361,632 $382,495 $20,863

The accompanylng notes are an integral part of these financlal statemenis.



REVENUES:
State-shared revenue
Interest income
TOTAL REVENUES
EXPENDITURES:
Public works - Highways and Streets:
Routine maintenance
Trafflc services
Winter maintenance
Admiistratlon
TOTAL EXPENDITURES
REYENUES OVER (UNDER) EXPENDITURES

OTILR FINANCING (USES)
Operating transfer (out)

NET CHANCGE IN FUNI} BALANCE
FUND BALANCE, BECINNING OF YEAR

FUND BALANCE, END OF YEAR

CITY OF ONAWAY

BUDGETARY COMPARISON SCHEDULE -

MAJOR STREET FUND

FOR THE YEAR ENDED MARCH 31, 2008

VARIANCE WITH

The accompanying notes are an integral part of these financlal statements.

.34 -

FINAL AMENDED
BUDGET
ORIGINAL FINAL FOSITIVE
BUDGET BUDGFT ACTUAL (NEGATIVE)
$62,000 562,000 FSBU74 (33,926)
500 S04 860 a6l
62,500 62,500 58,934 {3,566)
92,899 92,899 60,951 31,948
2,139 2,139 1,579 560
11,692 16,692 16,536 156
6,200 6,200 5,834 366
112,930 117,93¢ §4,900 33,030
(50,430) (55,430) (25,966) 29,464
(31,0000 (31,000} 29,171) 1,828
(81,430 (86,430} {55,137) 31,293
141,527 141,527 141,527 -
560,007 $55,097 586,390 $31,293



REVENUES:
State-shared revenue
Interest income
TOTAL REVENUES
EXPENDITURES:
Public works - Highways and Streets:
Routine maintenance
Trafiic services

Winter maintenance
Administration

TOTAL EXPENDITURES
REVENUES OVER (UNDER} EXPENDITURES

OTHER FINANCING SOURCES
Operating traosfer in

NET CHANGE IN FUND BALANCE
FUND BALANCE, BEGINNING OF YEAR

FIIND BALANCE, END OF YEAR

CITY OF ONAWAY

BUDGETARY COMPARISON SCHEDULE -

LOCAL STREET FUND

FOR THE YEAR ENDED MARCII 31, 2008

VARIANCE WITH
FINAI. AMENDED

BUDGET
ORIGINAL FINAL POSITIVE.
BUDGET BUDGET ACTUAL (NEGATIYE)
$32,000 $32,000 $31,237 $763)
200 200 134 {66)
32,200 32,200 31,371 (829)
68,052 55,552 54,621 4931
1,589 2,089 1,987 102
15,768 7,768 36,817 951
3,200 3,200 3,137 63
88,600 102,609 96,562 6047
(56,409) (70,409} {65,191) 5218
11,000 42,500 34,171 _ (8,329)
{25,409) (27,909) (31,0209 @A
36,269 35,269 36,269 -
§10,860 $8,360 $5,249 ST

The accompanylng notes are an integral part of these financial statements.
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CITY OF ONAWAY
SCHEDULE OF BONDED INDEBTEDNESS
MARCH 31, 2008

DATE ORIGINAL
OF AMOUNT
ISSUE OF 1SSUE

INTEREST
RATE

GOYERNMENTAL ACTIVITIES:
2004 Courthouse General Obligation Unlimitcd

Tax Bonds
Payments due: 6/15/04 $150,000

September 1 and March 1

TOTAL 2004 COURTHOUSE GENERAL OBLIGATION UNLIMITED TAX BONDS

{Continued)
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4.375%
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.375
4.315
4.315
4.375
4.3715
4.375
4.375
4.375
4.375
4.375

6.00



AMOLUNT

AMOUNT OUTSTANDING
DATE OF OF ANNUAL MARCH 31,
___ MATURITY MATURITY 2008

9/61/07 $2,000 5 -
9/01/08 3,000 3,000
9/01/09 3,000 3,000
90110 3,000 3,000
970111 3,000 3,000
9111112 4,000 4,000
9/01/13 4,000 4,000
9/01/14 4,000 4,000
9/01/15 4,000 4,000
901/16 5,000 5,000
9/01/17 5,000 5,000
9/01/18 5,000 5,000
9/01/19 5,000 5,000
9/01/20 5,000 5,000
9101/ 6,000 6,000
9%/01/22 6,000 6,000
9/01/23 6,000 6,000
9/01/24 7,000 7,000
9/01/25 5,000 8,000
9/01/26 8,000 8,000
9/01/27 8,000 3,000
9/01/18 8,060 8,000
9/01/29 8,000 8,000
2/01/30 8,000 8,000
9/01/31 8,000 8,000
9/01/32 8,000 8,000

$142,000
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CITY OF ONAWAY
SCHEDULE OF BONDED INDEBTEDNESS
MARCH 31, 2008

DATE ORIGINAL
OF AMOUNT INTEREST
ISSUE QOF ISSUE RATE
BUSINESS-TYPE ACTIVITIES:
1974 Water Revenue Bonds
Payments due:
January 1 and July 1 107114 $275,000 5.0%
5.0
5.0
5.0
5.0
5.0
TOTAL WATER REYENUE BONDED INDEBTEDNESS
2003 Sanitary Scwer System Revenue Bond, Series B
Payments due:
April I and October 1 9/16/2002 584,000 5.60%
5.60
5.60
5.60

FOTAL 2003 SANITARY SEWER SYSTEM REVENUE BOND, SERIES B

{Continued}
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DATE OF
MATURITY

1/01/08
1/01/09
1/01/10
1401711
1/01/12
1/01/13

4/01/08
4/01/09
4/¢1/10
4/01/11

AMOUNT

AMOUNT OUTSTANDING
OF ANNUAL MARCH 31,
MA'l'_U RITY 2008

$12,000 5 -
13,000 13,000
14,000 14,000
14,000 14,000
14,000 14,000
15,000 15,000

70,000
$10,000 $10,000
10,000 10,000
12,000 12,000
12,000 12,000

44,000

~37 -



CITY OF ONAWAY
SCHEDULE OF BONDED INDEBTEDNESS
MARCH 31, 2008

DATE ORIGINAL
OF AMOUNT
ISSUE OF ISSUE

INTEREST
RATE

BUSINESS-TYPE ACTIVITIES (CONTINUED):
2003 Sanitary Sewer System Revenue Bond, Series A

Payments due:
April I and October 1 5/6/2003 $1,125,000

TOTAL 2003 SANITARY SEWER SYSTEM REYENUE BOND, SERIES A

{Continued)
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4.50%
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4,50
4,50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4,50
4.50
4,50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4,50
4.50
4.50



AMOUNT

AMOUNT OUTSTANDING
DATE OF OF ANNUAL MARCH 31,
MATURITY MATURITY 2008
4/01/08 $13,000 $13,000
4101119 14,000 14,000
410110 15,000 15,000
4/01/11 15,000 15,000
4/01/12 16,000 16,000
4/01/13 17,000 17,000
4/01/14 17,000 17,000
4/01/15 18,000 18,000
4101/16 19,000 19,000
4101/17 20,000 20,000
4/01/18 21,000 21,000
401119 22,000 22,000
4/01720 23,000 23,000
401721 24,000 24,000
4101722 25,000 25,000
4101723 26,000 26,000
4101124 27,000 27,000
4101725 28,000 28,000
4101726 30,000 30,000
4/01/27 31,000 31,000
4101728 32,000 32,000
401129 34,000 34,000
4/01/30 35,000 35,000
4/01/31 37,000 37,000
4/01/32 39,000 39,000
4/01/33 40,000 40,000
4/01/34 42,000 42,000
4/01/35 44,000 44,000
4/01/36 46,000 46,000
4/01/37 48,000 48,000
4/01/38 50,000 50,000
4701739 52,000 52,000
4/01/40 55,000 55,000
401/41 57,000 57,000
4/01/42 56,000 B 56,000
1,088,000
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CITY OF ONAWAY
SCHEDULFE OF BONDED INDEBTEDNESS
MARCH 31, 2008

DATE ORIGINAL
OF AMOUNT
ISSUE - _OFISSUE

INTEREST
RATE

BUSINESS-TYPE ACTIVITIES (CONTINUED):
2003 Sanitary Sewer System Revenue Bond, Serles C

Payments due:
April I and October 1 5/6/2003 $283,000

TOTAL 2003 SANITARY SEWER SYSTEM REVENUE BOND, SERIES C

(Continued)
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4.50%
4.50
4.50
4.50
4.50
4.59
4.50
4.50¢
4.50
4.50
4,50
4.50¢
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4,50
4.50
4.50
4.50
4.50
4.50
4.50
4,50
4.50
4.50
4.50
4.50
4.50
4.50



AMOUNT

AMOLUNT OUTSTANDING
DATE OF OF ANNUAL MARCH 31,
MATURITY MATURITY 2008

4/01/08 $3,500 $3,500
4/01/19 3,500 3,500
4/01/10 3,500 3,500
401411 4,000 4,000
4/01/12 4,000 4,000
4/01/13 4,000 4,000
4/01/14 4,500 4,500
4/01/15 4,500 4,500
4/0t/16 5,000 5,000
401117 5,000 5,000
4/01/18 5,000 5,000
4/01/19 5,500 5,500
4/01/20 5,500 5,500
4/01/21 6,000 6,000
4701422 6,000 6,000
4/31/23 6,500 6,500
410124 7,000 7,000
4/01/25 7,000 7,000
4/01/26 7,500 7,500
4/01/27 7,500 7,500
4/01/28 8,000 8,000
4/01/29 8,500 8,500
4/01/30 9,000 9,000
4/01/31 9,000 9,000
4/01/32 9,500 9,500
4/01/33 10,000 10,000
4/01/34 10,500 10,500
4/01/35 11,000 11,000
4/01/36 11,500 11,500
4/01/37 12,000 12,000
4/01/38 12,500 12,500
4/1/39 13,000 13,000
4/01/40 13,500 13,500
4/01/41 14,500 14,500
4/01/42 16,500 16,500

274,000
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CITY OF ONAWAY
SCHEDULE OF BONDED INDEBTEDNESS
MARCH 31, 2008

DATE ORIGINAL
OF AMOUNT INTEREST
ISSUE ~__OF ISSUE RATE

BUSINESS-TYPE ACTIVITIES (CONTINUED):
2005 Sanitary Sewer System Revenue Bond, Serles D
Payments due:

April I and October 1 8/2/2005 $1,095,000 4.125%
4,128
4,128
4.125
4.125
4.125
4,125
4,125
4.125
4,125
4,125
4.125
4.125
4,125
4.125
4.125
4.125
4,125
4.125
4,125
4,125
4.125
4.125
4.125
4.125
4.125
4.128
4.125
4.125
4.125
4.125
4,125
4,125
4.125
4,125
4.125
4.125
4.125

‘TOTAL 2005 SANITARY SEWER SYSTEM REVENUE BOND, SERIES D
FOTAL BUSINESS-TYPFE ACTIVITIES BONDED INDEBTEDNESS:
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AMOUNT

AMOUNT OUTSTANDING

DATE OF OF ANNUAL MARCH 31,

MATURITY MATURITY 2008

4/01/09 $11,000 $11,000
401710 12,000 12,000
4/81/10 12,000 12,000
40111 13,000 13,080
4/01/12 14,000 14,000
4/01/13 14,000 14,000
401/14 15,000 15,000
4/81/15 15,000 15,000
4/01/16 16,000 16,000
4101/17 17,000 17,000
4/01/18 18,000 18,000
4/p1/19 18,000 18,000
4/01/20 19,000 19,000
401721 20,000 20,000
4/01/22 21,000 21,000
401723 22,000 22,000
4191/24 23,000 23,000
4/01/25 24,000 24,000
4/01/26 25,000 25,000
4/01/27 26,000 26,000
4/01/28 27,000 27,000
4/01/29 29,000 29,000
4/01/34 30,000 30,000
4101731 31,000 31,000
4/01/32 33,000 33,000
4/01/33 34,000 34,000
4/01/34 36,000 36,000
4/01/35 37,000 37,000
4/01/36 39,000 39,000
4/01/37 41,000 41,000
4/01/38 43,000 43,000
4/01/39 44,000 44,000
4101740 46,000 46,000
4/01/41 49,000 49,000
401742 51,000 51,000
4/01/43 53,000 53,000
4/01/44 55,000 55,000
4101/45 62,000 62,000
1,095,000
$2,571,000
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CITY OF ONAWAY
SCHEDULE OF CONTRACTUAL INDEBTEDNESS
MARCH 31, 2008

ACT Y99
INSTALLMENT ACT 99
CONTRACTS INSTALLMENT
INTEREST PAYABLE CONTRACT
RATE _ APRIL 1, 2007 ISSUED
GOVERNMENTAL ACTIVITIES:
International ‘I'ruck 4.125% $47.500 $
International Truck 4.375% 27,500
TOTAL INSTALLMENT CONTRACTS PAYABLE 875,000 §
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ACT 9%
INSTALLMENT

CONTRACTS
PAYABLE
PAYMENTS MARCH 31, 2008
$2,500 £45,000
1,500 26,000
$4,000 $71,000
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FEDERAL AWARDS SUPPLEMENTARY INFORMATION



CITY OF ONAWAY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED MARCH 31, 2008

FEDERAL FROGRAM OR CURRENT
FEDERAL GRANTOR/FASS THROUCGH CFDA AWARD GRANT YEAR
GRANTOR/PROGRAM TITLE NIIMBER NUMBER RECEIPTS

1.5 DEPARTMENT OF AGRICULTURE
Dlvect Programs:
Rurat Development, Rural Utilitles Scrvlee,
Water and Waste Disposal Sysiems for
Rural Communlties, Other Federal Asslstance,
Sanifary Sewer System Grant 140.750 NiA $739,306

Rural Development Administration
Conmnity Facilities Leans and Grants
Community Facilities Grant 16.766 N/A o 14,728

CUHRBENT

YEAR

_EXPENDITURES

5739306

14,720

TOTAL FEDERAL FINANCIAL ASSISTANCE $754,026

$754,026

See Accompanying Notes to Schedule of Expenditurys of Federal Awnrds,
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CITY OF ONAWAY
SCHEDIULE OF EXPENDITURES OF NON-FEDERAL AWARDS
FOR THE YEAR ENDED MARCH 31, 2008

PROGRAM OR CURRENT CURRENT
AWARD GRANT YEAR YEAR
GRANTOR/PROGRAM TITLE NUMBER RECEIPTS EXPENDITURES
Presque Isle County
Onaway Wastewater Collectton and Treatimeni System
Sewer lateralsiconnections NiA $3,392 §$3,392
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CITY OF ONAWAY

NOTES TO SCHEDULE OF
EXPENDITURES OF FEDERAL AWARDS
Year Ended March 31, 2008

Note 1 - Reconciliation of Reported Expenditures and Revenues to Financial Statement Totals

The following is a reconciliation of total federal expenditures and revenues reported on the
Schedule of Expenditures of Federal Awards to the federal expenditures and rcvenues
administered by the Cily.

Reconciliation of financial statcments t¢ SEFA Current Year Receipts

Recorded in:

Propriclary fund (sewer) as federal revenues $739,306
Governmental funds (Courthouse Construction Fund) as federal revenue 14,720
Total Receipts per Schedule of Expenditures of Federal Awards (SEFA) $754,026

Reconciliaticn of financial statements to SEFA Current Year Expenditures

Proprietary Funds - Enterprise Funds:

Sewer:

Recorded as construction -sewer $545,905

Recorded as equipment-sewer 193,483

Less-non federal amount, City contribution (82)

Total Federal Expenditures, Enterprise Fund — Sewer 739,306

Courthouse Construction Fund;

Recorded as capital outlay 34,589

Less-non federal amount, City contribution {19,809)

Total Federal Expenditures, Courthouse Construction Fund 14,720
‘I'otal Expenditures per Schedule of Expenditures of Federal Awards (SEFA)} $754,026

Note 2-Basis of Accounting

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of the City of Onaway and is presented on the modified accrual basis of accounting. The
information in this schedule is presented in accordance with the requircruents of OMB Circular
A-133, Audits of States, Local Governments, und Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements.

Note 3 - Loans Outstanding

The City of Onaway has outstanding federal loan balances in the amount of $2,740,000 at March
31, 2008, as shown at Note 6 in the accompanying notes io the financial statcments.

Note 4 -Subrecipient's

The City of Onaway provided no federal award dollars 1o a subrccipient during the fiscal year.
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RiCHARD E.MAHILMEISTER

1 J .
A R | erican lnsitute of Certfied Public Axcountanis
Michigan Association of Cerlified Public Accountants

CERTIFIED PUBLIC ACCOUNTANT, P.C,

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

December 24, 2008

Honorable Mayor and Members
of the City Commission

City of Onaway

Onaway, Michigan

I have audited the financial statemcnts of the governmental activities, the business-type
activitics, cach major fund, and the aggregate remaining fund information of the City of Onaway,
Onaway, Michigan, as of and for the year ended March 31, 2008, which collectively comprise
the City of Onaway’s basic financial statements and have issued my report thereon dated
December 24, 2008. I conducted my audit in accordance with anditing standards generally
accepled in the Unitcd Statcs of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing my audit, I considered the City of Onaway’s internal control over
financial reporting as a basis for designing my auditing procedures for the purpose of expressing
my opinions on the financial statements, but not for the purpose of expressing an opinion on the
cffcctiveness of the City of Onaway’s internal control over financial reporting. Accordingly, [
do not express an opinion on the effectiveness of the City of Onaway’s internal control over
financial reporting period.

My consideration of intcrnal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesscs. However, as discussed below, I identified a certain deficiency in internal control
over financial reporting that I consider to be a significant deficiency.
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A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the City of Onaway’s ability to initiate, authorize,
record, process, or rteport financial data reliably in accordance with generally accepled
accounting principles such that there is more than a remote likelihood that a misstatcment of the
City of Onaway’s financial statements that is more than inconscquential will not be prevented or
detected by the City of Onaway’s internal control. [ consider the deficiency described in Finding
2008-A of the accompanying schedule of findings and questioned costs to bhe a significant
deficiency in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencics, that
results in morc than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the City of Onaway’s internal control.

My consideration of the internal control over {inancial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in the internal control that might be sigmificant dcficiencies and, accordingly, would not
necessarily disclose all significant deficiencies that are also considered to be material
wcaknesses. However, [ consider Finding 2008-1 1o be a matcrial weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance aboul whether the City of Onaway’s financial
statements are free of material misstatement, I performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of my
audit and, accordingly, I do not express such an opinion. The results of my tests disclosed no
instances of noncompliance or other matters that are required to be reperted under Government

Auditing Standards.

I noted certain matters that I reporied 1o management of the City of Onaway in a separate letter
dated December 24, 2008,

The City of Onaway’s rcsponse to the finding identified in my audit is described in the
accompanying schedule of findings and questioned costs. 1 did not audit the City of Onaway’s
response and, accordingly, I cxpress no opinion on 1t.

This report is intended solcly for the information and nse of management, members of the
commission, and federal awarding agencies and pass-through cntitics and is not intended to be
and should not be used by anyone othcr than these specified parties.

. ™
NS oilcon
Richard E. Mahlmeister, CPA
Richard E. Mahlmeister, CPA, PC
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RICHARD E.MAHLMEISTER ..
////////—| American Institute of Certified Public Accountants
J Michigan Assoctation of Certified Public Accountanis

CERTIFIED PUBLIC ACCOUNTANT, P.C.

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

December 24, 2008

Honorablc Mayor and Mcmbers
of the City Commission

City of Onaway

Onaway, Michigan

Compliance

I have audited the compliance of the City of Onaway, Onaway, Michigan, with the types of
compliance requirements described in the U.S. Office ol Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to its major federal program for the
year ended March 31, 2008. The City of Onaway's major fcderal program is identified in the
summary of auditor’s results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to
its major federal program is the responsibility of the City of Onaway’s management. My

responsibility is to cxpress an opinion on the City of Onaway’s compliance based on my audit.

I conducted my audit of compliance in accordance with auditing standards generally accepted in
the United States of Amcrica; the standards applicable to financial audits contained in
Government Auditing Standards, issucd by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that I plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the City of Onaway’s
compliance with those requircments and performing such other procedurcs as I considered
necessary in the circumstances. I believe that my audit provides a reasonable basis for my
opinion. The audit does not provide a fegal detcrmination of the City of Onaway 's compliance
with those¢ requirements.

In my opinion, the City of Onaway, Onaway, Michigan, complied, in all material respects, with
the requirements referred to above that are applicable to its major federal program for the year

ended March 31, 2008.
-47 -
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Internal Contreol Over Compliance

The management of the City of Onaway, is responsible for establishing and maintaining cffective
internal control over compliance with requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing my audit, I considered the City of
Onaway’s intcrnal control over compliance with the requirements that could have a direct and
material effect on a major federal program in order to determine my auditing procedures for the
purpose of expressing my opinion on compliance, but not for the purposc of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, [ do not express
an opinion on the effectiveness of the City of Onaway’s internal conirol over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or
opcration of a contro] does not allow management or employccs, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity’s
abilily to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requircment of a federal program than is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant dcficicncies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal
control,

My consideration of internal conirol over compliance was for the limited purpose described in
the first paragraph of this scction and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesscs. 1 did not identify any
deficiencies in internal control over compliance that I consider to be material weaknesses, as

defined abave.

The City of Onaway’s responses to the finding identified in my audit arc described in the
accompanying schedule of findings and questioned costs. I did not audit the City of Onaway’s
response and, accordingly, I express no opinion on it.

This report is intended solely for the information and use of managemcnt, members of the
commission, and federal awarding agencics and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties.

N

Richard E. Mahlmeister, CPA
Richard E. Mahlmeistcr, CPA, PC
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CITY OF ONAWAY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended March 31, 2008

SECTION 1 - SUMMARY OF AUDITOR’S RESULTS
. The auditor’s report expresses an unqualified opinion on the financial statements.

One control deficiency disclosed during the audit of the financial statements is reported in the
accompanying schedule of findings and questioned costs. The significant deficiency is
considered a material weakness.

. No instances of noncompliance material to the financial statements were disclosed during the
audit.

. No significant deficiencies relating to the audit of the major federal award programs are
reported.

. The auditor’s repor! on compliance for the major federal award programs expresses an
unqualified opinion on the major federal program.

. There are no findings relative to the major federal award programs thal arc required to be
reported under Section 510 {(a) of OMB Circular A-133.

. Tdentification of major programs:

CFDA# Name of Federal Program or Cluster

10.760 USDA Rural Development, Rural Utilities Service
. The threshold uscd to distinguish between a Type A and B program was $300,000.
. The City of Onaway did not qualify as a low-risk auditee.
SECTION Il - FINANCIAL STATEMENT FINDINGS

Finding_2008-1: Management does not have procedutes in place to preparc financial
statements in accordance with U.S. generally accepted accounting principles, and to present
required financial statement disclosures.

Critcria:  All governmental units are required to prepare financial statemenis in accordance
with generally accepted accounting principles (GAAP). This is the responsibility of the
City's management. The preparation of the financial statements in accordance with GAAP
requires internal controls over both (1) recording, processing and summarizing account data
(i.., maintaining internal books and records), and (2) reporting government-wide and fund
financial statements and the related notcs to the financial statements.

Condition: As is the case with many smaller and medium-sized entitics, the City has
historically relied on its independent external audiior to assist in the preparation of the
government-wide financial stalements and notes to the financial statements as part of its
external financial reporting process. Accordingly, the City’s ability to prepare financial
statements in accordance with GAAP is based, in part, on its reliance on its cxternal auditor,
who cannot, by definition, be considered part of the City’s internal control.
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Cause: This condition was caused by the City’s delermination that it is not cost effective to
incur the time and expense, for management to acquire the expertise neccssary to prepare its
annual financial statements.

Effect: As a resull of this condition, the City lacks internal controls over preparation of
financial statements in accordance with GAAP, and instead relies, in parl, on its external
auditor for assistance with this task.

Response: The City plans to continue relying on its external auditor to prepare the financial
statements.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
1. No federal award findings or questioncd costs are reported.
SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

1. There were no prior year audit {indings or questioned costs reported.
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RiCHARD E. MAHLMEISTER

) Member:
7///////— American Institute of Certified Public Accountants
e —————————— Michigan Assoctation of Certified Public Accountants

L/
CERTIFIED PUBLIC ACCOUNTANT, P.C.

December 24, 2008

COMMUNICATION OF SIGNIFICANT DEFICIENCIES AND MATERIAL
WEAKNESSES IN INTERNAL CONTROL AND OTHER MATTERS

Honorable Mayor and Members
of the City Commission

City of Onaway

Onaway, Michigan

Tn planning and performing my audit of the financial statcments of City of Onaway as of

" and for the year ended March 31, 2008, in accordance with auditing standards generally
accepted in the United Statcs of America, 1 considered City ol Onaway’s internal control
over financial reporting (internal control) as a basis for designing my auditing procedures
for the purpose of expressing my opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectivencss of City of Onaway’s inlernal
control. My consideration of internal control included procedures (o cvaluate the design
of controls relevant to an audit of financial statements and to determine whether they
have been implemented, but it did not include procedures to test the operating
effectiveness of controls, and accordingly, was not dirceted to discovering significant
deficiencies in internal control. Accordingly, T do not express an opinion on the
effectiveness of City of Onaway’s intemal control.

My consideration of internal control was for the limted purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control
that might be significant deficicncics or material weaknesses. Howcver, as discussed
below, I identificd a certain deficiency in internal control that T consider to be both a
significant deficiency and material weakness.

A control deficiency exists when thc design or operation of a control does not allow
management or cmployees, in the normal course of performing their assigned functions,
to prevent or detect misstaternents on a timely basis. A significant deficicney is a control
deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to initiate, authorize, record, process, or report financial data rcliably in
accordance with gencrally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the entity’s financial statements that is more
than inconsequential will not be prevented or detected by the entity’s internal control.
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City of Onaway
December 24, 2008
Page 2 {two)

I consider the following deficiency to be a significant deficicncy and a material weakness
in inteynal control:

Financial Statement Preparation

City of Onaway does not have procedures in place to preparc financial statements in
accordance with U.S. generally accepted accounting principles, and to present required
financial statement disclosures.

However, small organizations with limited resources and personnel inherently have
difficulty in establishing and maintaining effective internal accounting controls refated to
the preparation and review of the formal year-end financial statcments.

Thank you for the opportunity to serve City of Onaway. Best wishes in the next year.

Sincerely,

M( DML o

Richard E. Mahlmeister, C.P.A.
Richard E. Mahlmeister, C.I'.A., P.C.



’ * IS R Member:
W//////_ l Amerivan Institute of Certified Public Accountants
Michigan Assaciation of Certified Public Accountants

CERTIFIED PUBLIC ACCOUNTANT, P.C,

December 24, 2008

COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

Honorahle Mayor and Membcrs
of the City Commission

City of Onaway

Onaway, Michigan

I have audited the financial statements of the governmental activities, the busmess-type
activities, each major fund and the aggregate remaining fund information of City of
Onaway, and have issued my report thereon datcd December 24, 2008. Professional
standards require that I provide you with the following information related to my audit.

My Responsibility under U.S. Generally Accepted Auditing Standards

As stated in my engagement letter dated May 21, 2008, my responsibility, as described
by profcssional standards, is to express opinions about whether the (inancial statements
prepared by management with your oversight are fairly presented, in all material respects,
in conlormity with U.S. generally accepted accounting principles. My audit of the
financial statements. docs not relieve you or management of your responsibilities.

Planned Scoge and Timing of the Audit
I performed the audit according to the planned scope and timing previously

communicated to you on May 21, 2008.

Sipnificant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies.
The significant accounting policies used by City of Onaway are described in Note 1 to
the financial statcments. No new accounting policies were adopted and the application of
existing policies was not changed during 2008. I noted no transactions entered into by
the governmental unit during the year for which there is a lack of authoritative gnidance
or conscnsus. There are no significant transactions that have been recognized in the
financial statements in a different period than when the transaction occurred.
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City ol Onaway
December 24, 2008
Page 2 (two)

Accounting estimates are an intcgral part of the financial statements propared by
management and are based on management’s knowledge and experience about past and
current events and assumptions about future events. Certain accounting estimates arc
particularly sensitivc because of their significance to the financial statements and because
of the possibility that future events affecting them may differ significanily from those
expected. The most sensitive cstimate affecting the financial stalements was determining
depreciation expense. I evaluated the key factors and assumptions used to develop the
estimates in determining that it is reasonable in relation to the financial statcments taken

as a whole.

Difficulties Encountered in Performing the Audit
I encountered no significant difficulties in dealing with management in performing and

complcting our audit.

Corrected and Uncorrected Misstatements

Professional standards requirc me to accumulate all known and likely misstatements
identificd during the audit, other than those that are trivial, and communicate them to the
appropriate level of management. Management has cotrected all such misstatements. In
addition, none of the misstatements detected as a result of audit procedures and corrected
by management were malerial, cither individually or in the aggregate, to the (inancial
slatements taken as a whole.

Disagreements with Managemeni

For purposes of this lelter, profcssional standards define a disagreement with
management as a financial accounting, reporting, or auditing matter, whether or not
resolved to my satisfaction, that could be significant to the financial statements or the
auditor’s report. 1 am pleased to report that no such disagrecments arose during the

course of my audit.

Management Represeniations
I have requested certain vepresentations from management that are included in the

management representation letter dated Dceember 24, 2008,

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing
and accounting matters, similar o obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the govcrnmental unit’s
financial statements or a determination of the type of auditor’s opinion that may be
expressed on those statements, our professional standards require the consulting
accountant to check with me to determine that the consultant has alt the relevant facts. To
my knowledge, there were no such consultations with other accountants.




City of Onaway
December 24, 2008
Page 3 (three)

Other Audif Findings or Issues

Auditing standards require me to report to you significant audit findings or 1ssues.
Following are the significant findings I noted during my audit:

» City of Onaway does not have procedures in place to prepare financial statements
in accordance with U.S. generally accepted accounting principles, and to present
required financial statement disclosurcs. However, small organizations with
limited resources and personnel inherently have difficulty in cstablishing and
maintaining effective internal accounting controls related to the preparation and
review of the formal ycar-end financial statements.

I generally discuss a varicty of matters, including the application of accounting principles
and auditing standards, with management cach year prior to retention as the
governmental unit’s auditor. However, these discussions occurred in the normal course of
our professional relationship and my responses were not a condition to my retention.

This information is intended solely for the usc of the Board and management of City of
Onaway and is not intended to be and should not be used by anyone other than these

specified parties.
Sincerely,

KA NAAA 2

Richard E. Mahlmeister, C.P.A.
Richard E. Mahlmeister, C.P.A., P.C.



